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I. INTRODUCTION
Finance is essential for trade, commerce and industry. Now-a-days, banking sector provides the biggest support for modern business. Banking sector paves the way for the development of a country. Banking has a long history. Bankers kept gold and silver and lent it to others in Mesopotamia. Ancient Rome and Greece had similar banking systems that we are following today. Italy was the main centre of European banking in the Middle ages. Jewish traders came into view as the first bankers and became very successful businessmen. Many people of Florence and Venice earned their money through banking. In the 15 th century, Europe's largest bank was established by the Medici family who dominated Florence city for over two centuries. In 1963, Islamic banking came into existence on an experimental basis in a small town of Egypt. The attainment of this experiment opened the doors for a separate market for Islamic banking and finance and as a result, in 1970s Islamic banking reached its operation to a moderate scale. A number of full-fledge Islamic banks were established in Arab and Asian countries later on. In Bangladesh, Islamic banking was introduced in 1983 with the establishment of the first Islamic bank i.e. 'Islami Bank Bangladesh Limited'.
The conventional banking theories assume that banks earn profits by receiving deposits from the depositors at a low interest rate, then providing those funds to the borrowers at a higher interest rate (Santos, 2000) . Therefore, conventional banks make their profits from the difference between the interest rate received from borrowers and the interest rate paid to depositors.
Islamic banking performs the same function but in this system interest is strictly prohibited. That means that they cannot receive a predetermined interest from borrowers and does not pay a predetermined interest to the depositors. The amount of profits is based on the profit sharing agreements with the depositors and also with the borrowers. In addition, there are fee-based banking services that are similar to that practiced by the conventional banks as long as there is no predetermined interest payment or receive in the transaction. Thus, Islamic banking is a seperate banking stream as it supports profit-sharing and prohibits interest. The profit sharing depends on the extent of the risk participation of the parties. The absence of pre-determined rewards is based on Quranic orders and as illustrated using Shari'ah principles (Ariff, 1988) .
This study focuses on financial comparison between Islamic banking and conventional banking in Bangladesh. The CAMEL assessment model is commonly used for the evaluation of performance and ranking. This model assesses the performance of banks based on capital adequacy, asset quality, management quality, earning ability and liquidity considerations. It is used as an internal instrument to measure risk and allocate resources, and to determine the bank's overall condition by identifying its strengths and weaknesses based on financial, operational and managerial characteristics.
II. RESEARCH OBJECTIVES
The objectives of this study are to evaluate the financial performance of Islamic and conventional banks of Bangladesh through CAMEL test during the period of 2009 to 2013 and to determine whether there are significant differences between the two categories of banks for each of the ratios used in CAMEL test. Akkas (1996) compared the efficiency of Islamic banking with conventional banking in Bangladesh. He found that the Islamic banks are comparatively more efficient than conventional banks. Ali (2005) analyzed the relative efficiency of Islamic banking with conventional banking in Bangladesh and found that conventional banks are relatively less efficient than Islamic banks. Sarker (1999) examined the efficiency of Islamic banks under conventional banking framework in Bangladesh and this paper found that Islamic bank could not operate with its full efficiency level if it operated under conventional banking framework. Hasan (1999) compared the performance of IBBL with other private banks in Bangladesh between 1993 and 1994. He found that in terms of deposit growth and investment growth, the performance of Islami Bank Bangladesh Limited (IBBL) was better than performance of private banks. Mahal and Rahman (2013) made a comparative analysis between conventional and Islamic banks of Bangladesh. They discussed the distinctions of product or service and the distinctions in terms of business efficiency between Islamic banks and conventional Banks. Their key findings on the product or service differences are about the principles of business, the variation in goals, variations in deposit etc.
III. LITERATURE REVIEW
Mahmood (2005) compared the financial performance of Islamic banking against conventional banking in Pakistan. His study covered the year 2000 to 2004 and revealed that almost in all ratios, Islamic banks were higher than conventional banks. Ahmad, Rehman and Saif (2010) studied 720 islamic and conventional bank customers in Pakistan and found that the customers are more satisfied with the services offered by Islamic banks rather than conventional banks. Sadaqat, Ali and Farhan (2011) investigated that the liquidity risk is one of the major challenges for Islamic banks in Pakistan and they also argued that Islamic banking has outer-performed to conventional banking regarding profitability, operational efficiency, growth and liquidity during the global financial crises. Akhtar, Ali & Sadaqat (2011) made a comparative analysis of Islamic and conventional banks of Pakistan by focusing on the importance of size of the firm, networking capital, return on equity, capital adequacy and return on asset with liquidity risk management. They found that size of the banks and net working capital to net assets having a positive but insignificant relationship with liquidity risk, whereas the capital adequacy in conventional banks and return on asset in Islamic banks having a positive relationship with liquidity risk. Jaffar & Manarvi (2011) Samad (2009) tested the managerial and operational efficiency of an Islamic and set of conventional banks of Malaysia. He found that conventional banks are superior in managing the operations and insignificant difference is observed in case of productive efficiency. In another study Samad and Hassan (1999) investigated the financial performance of Bank Islam Malaysia Berhad (BIMB) over the period 1984 to 1997 and then compared the results with the performance of conventional banks in the same period. This comparative study revealed that the financial performance of BIMB was different from conventional banks with respect to liquidity and risk management. BIMB was more liquid and therefore exposed to less liquidity risk. Mokhtar, Abdullah & Alhabshi (2008) investigated the efficiency of conventional and Islamic banks of Malaysia for a period of 1997 to 2003 and revealed that conventional banks showing greater efficiency compared to well established Islamic banks. Zainol & Kassim (2010) showed that there is a significant relationship between Islamic bank's rate of return and interest rate of conventional banks. They argued that when the interest rate rises the Islamic banks have to follow market trend through increasing the deposit rate. Hanif (2011) studied the similarities and differences between Islamic and conventional banking and found that the Islamic banking practicing modern conventional banking with little restriction imposed by the Islamic Sharia.
Similar studies in other Middle East countries were also conducted. Kader et al. (2007) compared the financial performance of Islamic banks and conventional banks in UAE. Their findings stated that there were no major differences between Islamic banks and conventional banks with respect to profitability and liquidity. Samad (2004) examined the comparative performance of Bahrain's interest-free Islamic banks and the interest-based conventional banks during 1991-2001. He got a significant difference in credit performance between the two sets of banks and found no major difference in profitability and liquidity performances between Islamic banks and conventional banks. Saleh & Zeitun (2007) evaluated financial performance of two big Islamic banks of Jordan and found that both banks increased their efficiency and ability, expanded investment opportunities.
IV. RESEARCH METHODOLOGY
This study assesses the performance of Islamic banks and conventional banks of Bangladesh by using the CAMEL model. Based on CAMEL, there are five categories of variables. These categories are capital adequacy, asset quality, management capability, earnings ability, and liquidity.
Capital adequacy is to measure of the bank's financial strength. The ratio of total capital as a share of total assets (CAPA) reflects the ability of a bank to absorb unanticipated losses. The second function of the capital adequacy is total loans as a share of total capital (LOCA). This ratio indicates the resistibility of a bank to loan losses. To assess the quality of the assets, the ratio of total loans as a share of total assets is calculated and it indicates the risk level of assets and the degree of financial strength within a bank. Operating expenses as a share of total assets (OEA) and deposit interest expenses as a share of total deposits (IED) are used to predict the capability of management. Net income as a share of total assets (NIA) and net-interest income as a share of total assets (IAA) are used to measure the earnings of a bank. Liquidity of a bank can simply be explained as the ability to meet its short-term obligations as well as maintaining it solvency. Total liquid assets to total assets (LQA) ratio and total liquid assets as a share of total deposits (LQD) ratio reflect the liquidity position of a bank.
Thirty commercial banks are listed in the Dhaka Stock Exchanges Limited. Out of these, 10 commercial banks (5 Islamic and 5 conventional) were selected as the sample for this study. The data used in this study are compiled from the income statements and balance sheets of five Islamic banks and five conventional banks from their annual reports each year. Convenient sampling approach was applied to select the sample banks. Average of five years of ratios from 2009 to 2013 was generated to assess the financial performance of Islamic and conventional banks of Bangladesh. This study uses the descriptive financial analysis format to describe, measure, compare, and classify the financial situations of this two category banks, and the t-test (independent samples) to determine whether there are significant differences between the Islamic banks and conventional banks for each of the CAMEL ratios calculated. To get significant differences among the calculated results, the independent sample t-test is used for each of the CAMEL ratios calculated in the Table III . In this study, the confidence level was set at 95 percent with a degree of freedom of 8 and the 
V. ANALYSIS AND RESULTS

Capital Adequacy
Capital adequacy is to measure of the bank's financial strength. It is the amount of capital a bank or other financial institution has to hold as required by its financial regulator. This is usually expressed as a capital adequacy ratio of equity that must be held as a percentage of risk-weighted assets. Here two ratios are used to describe capital adequacy. The first ratio (CAPA) means total capital as a share of total assets. Based on calculated t-value from the Table 3, in terms of capital adequacy as a share of total assets (CAPA), there is no significant difference between the variables of Islamic banks and conventional banks as the calculated t-value is lower than the Table t-value.
This shows that almost 47 per cent of Islamic banks' assets are financed by its capital while for conventional banks; only 11 per cent of its assets are financed by internal sources. The second ratio (LOCA) stands for the total loans as a share of total capital. From Table III it can be explained that there is no significant difference between the estimates for Islamic banks and the conventional banks as the calculated t-value is lower than the Table t-value. Islamic banks have 54 percent loans and on the other hand conventional banks have only 39 percent.
Asset Quality
Total loan as a share of total assets (LOA) ratio calculates the Asset Quality. The above Table shows that there is a significant difference between Islamic banks and conventional banks as the calculated t-value is higher than the Table tvalue and the t test result shows that the total loans of Islamic banks is larger, which is at 10 per cent as compared to conventional banks which is only 4 per cent.
Management Capability
The result from the above Table shows that there is no significant difference between Islamic banks and conventional banks as the calculated t value is lower than Table t-value. From the Table, it is seen that conventional banks are more efficient in managing operating expenses as its mean ratio is lower than Islamic banks ratio. Islamic banks and conventional banks have managed to maintain their interest expense/profit rate (in Islamic banks) in relation to customers' deposits.
Earnings
NIA and IIA both ratios measure the earnings of a bank. The first ratio is net income as a share of total assets and the second one is net interest income as a share of total assets (IIA). The result of the t test shows that there is no significant difference between the mean net income as a share of total assets between Islamic banks and conventional banks as the calculated t value is lower than the Table t-value. From the above Table it is observed that Islamic banks recorded a higher percent of interest than conventional banks.
Liquidity
Liquidity for a bank means the ability to meet its financial obligations as they come due. Bank lends in relatively illiquid assets, but it funds its loans with mostly short term liabilities. Thus one of the main challenges facing a bank is in ensuring its own liquidity under all reasonable conditions. By creating liquidity and transferring risks banking institutions exist in the modern economic era. The first ratio (LQA) measures the liquid assets a share of total assets on the other hand another ratio (LQD) is total liquid assets as a share of total deposits (LQD). As financial intermediaries banks will receive the deposits from the people and lend the funds to entrepreneurs with a view to making profit. Here these types of institutions must meet the liquidity demands of depositors. That's why a healthy portion of the funds should be kept for this obligation. From the Table III , it is clear that calculated t-value of both ratios is lower than the Table t-value. That means there is no significant difference in the means of the liquidity ratios between Islamic banks and conventional banks. The results of the first ratio show that the mean ratio of liquid asset to total asset for Islamic banks is 26 per cent while for conventional banks it is only 13 per cent. It can be explained that for every Tk.1 of total asset in Islamic banks, there is Tk. 0.26 of liquid assets, which are higher than in conventional banks by more than half. The second ratio used is the total liquid asset to deposits (LQD). This ratio assesses the capability to meet the unanticipated deposit drain. Deposit drain occurs in such a situation where the withdrawal activity is in large amounts. Table 3 demonstrates that the Islamic banks have higher capacity to cover unanticipated deposit drain because the mean ratio is at 17 percent and on the other hand conventional banks possess 16 percent. This scenario explains that for every Tk. 1 of customers' deposits taken, Islamic banks afford to cover Tk. 0.17 of withdrawals made by customers, whereas for conventional banks, it can afford to cover Tk. 0.16 only.
TABLE IV
A SUMMARY OF PERFORMANCE MEASUREMENT BETWEEN ISLAMIC BANKS AND CONVENTIONAL BANKS
Results
CAMEL variables
Capital adequacy
Management capability Earnings
No significant difference
Liquidity
Significant difference Asset quality
IV. CONCLUSIONS
The information from the audited financial statements has been gathered to make a comparison between five Islamic banks and five conventional banks using CAMEL analysis. After a comparative analysis of assets, loans, capital, liquid assets, deposits, operating expenses, interest expense (profit rate in Islamic banks), interest revenue (investment profit in Islamic banks), net income of both Islamic banks and conventional banks, some important facts are identified. The results of CAMEL analysis show that in the sector of capital adequacy Islamic banks play a very good role as this side reflects the ability of a bank to absorb unexpected losses. On the other hand the management of conventional banks is more competent to control operating expenses. It is a really good sign for any kind of bank to manage operating expenses in an effective way. Here Islamic banks must learn from the conventional banks. But Islamic banks are enjoying a higher amount of net income because of earning a huge amount of profit from a numerous number of investments. All banks are doing business by taking deposits from a number of different sources. So banks both Islamic and conventional must ensure to meet the short-term obligations for their own survival. From the comparative analysis, it is seen that Islamic banks possess a higher amount of liquid assets than the conventional banks. Here one thing should be kept in mind that a higher amount of liquid assets decreases the investment level. That's why every bank has to follow a standard limit of liquid assets from which the bank can invest as well as maintain its solvency to meet the short-term obligations. 
